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Summary 


This paper has been prepared in response to the request of the 1987 
Executive Board to review current UNICEF practices regarding the financing of 
recurrent costs in UNICEF-assisted programmes and to formulate recommendations 


to ensure programme effectiveness and _ sustainability. 


Ensuring the future financing of recurrent operational inputs in a period 
of economic constraint presents an increasing problem for the sustainability and 
expansion of programmes in most developing countries. Economic difficulties 
in recent years, compounded by the restrictions of adjustment policies in the 
1980s, have severely affected the ability to finance programme operations, especially 


in Africa and Latin America as well as in some Asian countries. 


This situation requires additional and innovative types of financing for 
recurrent cost support. A survey of UNICEF field offices indicates the growing 
needs for recurrent cost provision in the late 1980s and the 1990s, particularly 
in least developed countries. Response to this problem is a key element 
of broader measures to increase the level of economic support for basic services 


and protecting the vulnerable in the 1990s. 


In view of the severe and extended nature of the financial crisis facing 
LDCs in particular, new international strategies are required to respond to the 
long-term need to maintain existing services aS well as to expand their coverage 
- decade-long problems require decade-long solutions. Approaches and new 
ideas for mobilizing increased national and international resources are outlined. 


The resolution adopted by the 1988 UNICEF Executive Board is presented on 


page 26. 
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I. THE CONTEXT OF THE STUDY 


National Governments as well as the donor community have become acutely 
aware of the problems associated with the payment of recurrent costs. In an increasing 
number of programmes, Governments are unable to meet their commitments to 
cover operating expenses, adding to requirements for donor inputs. Those problems 
have been compounded by the effects of economic adjustment policies, which have 
involved declines in national income, budget cuts, especially in the social sectors, 
and limitations on the use of foreign exchange for essential imports. A number 
of studies have identified constraints on the availability of country financing, both 
in the present and over the long term, particularly of social sector programmes. 
Reviews by donors have also indicated difficulties in the design of financially sustainable 
programmes of external assistance. 


Especially in least developed countries (LDCs), salaries in the health and 
education sectors often represent 60 to 90 percent of ministry budgets, and with 
little prospect for budgetary increases, Governments face growing difficulties to maintain 
major elements of existing services. In many cases, especially in LDCs, donors 
now pay most or all of the recurrent costs of new projects, where countries are 
not even able to meet the burden of recurrent costs of existing services. ' Many 
bilateral donors and multilateral agencies have reduced their formal requirements 
for matching contributions by Governments and now often finance a large part of 
counterpart inputs themselves at least to ensure the viability of projects during the 
period of assistance. 


In addition, there is a trend among major donors to limit their funding of 
new projects and to use capital funds instead for rehabilitation of existing services 
and institutions. The use of non-project forms of assistance (including programme 
or food aid), which goes largely to pay for recurrent costs, is also increasing. In 
Sahelian countries, the share of non-project aid in all assistance had remained 
fairly constant, at approximately one third between 1975 and 1980. It increased 
markedly to over one half of official assistance to the Sahel between 1980 and 
1984. 2 The changes that have occurred in aid modalities in response to changing 
country circumstances have recently been summarized as follows by the United 
Nations Conference on Trade and Development (UNCTAD): “The deteriorating economic 
situation of LDCs and the budgetary and balance-of-payments constraints that they 
currently face have brought about corresponding shifts in the types of aid they 
require. Country review meetings have emphasized LDCs’ need for quick-disbursing 
assistance, increased local-cost and recurrent-cost external financing, and financing 
on grant or grant-like terms”. ° 


Until now, the donor community has responded primarily on an ad hoc, 
pragmatic basis to problems of recurrent costs. Such an approach will assist middle- 
income and some lower-income countries to overcome short-term problems in main- 
taining infrastructure and services. Other countries, particularly LDCs and other 
poor countries, will, however, experience difficulties even to maintain existing services 
over the next 10 to 12 years against the background of the economic and social 
decline that has taken place already in this decade. Increased long-term external 
assistance will be needed in these cases to support current levels of services, 
as well as to expand to near-universal coverage and protection of children and 
other vulnerable groups in the 1990s. 


The present financial crisis, which is expected to last for at least 5 to 10 
years for many countries and some regions, requires a framework of new approaches 
and strategies to support recurrent costs for the remainder of the century. Such 
solutions must encompass both the macro- and the micro-levels, with the concerted 
involvement of donors, Governments and communities. 


Evolution of UNICEF policy 


The Executive Board’s concern with the financing of UNICEF assistance 
extends back to the beginning of UNICEF in 1946. An equivalent “internal matching” 
component was required at the time from the recipient country (E/ICEF/160). Flexibility 
was introduced into the level of Government matching contribution in 1960 when 
the bulk of UNICEF inputs still represented supplies (E/ICEF/418). This flexibil- 
ity was increased in 1961, with the possibility for UNICEF purchases to be made 
locally where this would increase programme effectiveness (E/ICEF/431). The Executive 
Board reviewed UNICEF expenditures on local costs in 1965, finding that 13 percent 
of overall assistance allocations went for such local expenditures. The majority 
of this amount was spent on stipends for in-country training programmes, which 
was recognized as the most effective way to support social sector programmes. 
The Board further authorized provision of “special assistance” for local expenditure 
in countries lacking the personnel, organization and facilities needed to initiate services 
for children (E/ICEF/528/Rev.1). 


By 1970, most assisted Governments had adopted formal development plans 
and, in that year, the Executive Director reported that the majority of UNICEF assistance 
was earmarked for the support of established national programmes for women and 
children that were financed from national budgets (E/ICEF/605). It was generally 
expected that once a project was in the development plan, Government funds would 
be provided for it after the end of assistance. As an element of this, recurrent 


outlays, initially paid by donors, were to be taken over gradually by national Governments. 
In 1978, the Executive Director was authorized to provide for some payment of 
recurrent costs for longer than five years in least developed and low-income countries, 
and where it was foreseeable that Governments could absorb these costs (E/ICEF/ 
L.1309/Add.2). In 1983, authorization was expanded for more local cost payments, 
where this was the most effective way of ensuring the success of the project, 


although countries still had major responsibility for providing local inputs (E/ICEF/ 
670/Rev.3). 


Thus, historically, UNICEF financing has been viewed as involving two relatively 
separate concerns - imported foreign exchange inputs and local costs during the 
period of assistance. It has been increasingly recognized, however, particularly 
since discussions of the 1985 Executive Board, that those are, in fact, related aspects 
of a single problem - the affordability of all ongoing operational inputs to national 
and external development programmes, both during and following the period of 
assistance. 


Methodology 


In order to broaden UNICEF understanding of the issues of recurrent costs 
in this changing context, the following steps were undertaken: 


a) A review was made of the literature on this subject; 


b) A detailed questionnaire was distributed to 93 UNICEF country and 
area offices, representing all operational offices at which staff were in place. It 
covered the nature and amount of recurrent cost support, the conditions under 
which the payments were made, trends and expected length of payment, local co- 
ordination with other donor agencies and the feasibility of various solutions to reduce 
the burden of recurrent costs with a view to programme sustainability. The re- 
sponse rate of nearly 100 percent suggests the significance attached by UNICEF 
representatives to this issue; 


C) Surveys were carried out on UNICEF programme expenditure 
for capital inputs and recurrent costs for 1984-1986 in six field offices (Burk- 
ina Faso, Democratic Yemen, Egypt, Indonesia, the United Republic of Tanza- 
nia and Zimbabwe). Similar reviews were made of recurrent expenditures in 
1986 in six additional field offices (Brazil, Burma, Ghana, Guatemala, Haiti 
and the Sudan); 


d) The views on recurrent cost issues and approaches being taken 
by other development agencies were examined, as senior UNICEF staff met with 
senior staff of the Overseas Development Administration (United Kingdom), the Swedish 
International Development Authority, the Norwegian Agency for Development, the 
German Agency for Technical Co-operation, the Swiss Technical Co-operation De- 
partment, the French Ministry of Co-operation, the Italian Directorate-General for 
Development Co-operation, the Belgian Agency for Development Co-operation, the 
European Economic Community, the Club du Sahel and the International Labour 
Office. 


Il THE RECURRENT COST PROBLEM 


Recurrent costs are formally identified as the “procurement of goods and 
services (including salaries of local personnel) required for maintaining and operating 
a given project/programme during and after completion of the initial financing”. ¢ 
They are costs that have to be paid each year for as long as an activity is carried 
out. Development activities slow down or come to a halt when, as is increasingly 
the case, these costs are not paid. In an economic perspective, recurrent costs 
are an essential contributor to the effectiveness of social investment. All sectors 
are affected, those receiving external assistance as well as those which do not. 
The emergence of the problem is most directly the result of the dramatically changing 
economic situation in recent years. 


Underfinancing of recurrent costs 


Until the early 1970s, it had been largely assumed that recurrent costs 
of development efforts could and would be met by national Governments out of 
the gains in revenues that were expected to continue at the pace experienced 
during the preceding decade. By the late 1970s, however, it had become clear 
that growth was lagging and that national revenues might not be sufficient to meet 
the targets set in development plans. Because those losses were due to declines 
both in the return made on investment and in the prices received for export commodities, 
no easy solutions were foreseen. 5 


Heavy demands are placed on recurrent budgets in education, health, water 
and other social sectors at the macro-level to finance wages, Salaries and maintenance. 
Yet, because of their lower political weight, the social sectors for the poor are 
usually the first to suffer budget cuts. Governments have had to set priorities, 
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usually on a case-by-case basis, among different activities. © Reflecting a trend in 
nearly all low-income and many middle-income countries, numerous examples, with 
direct impacts on the well-being of children, are seen of the results of this process: 


a) Children in schools are without basic supplies, such as paper, pencils 
and textbooks, and their schools are without equipment; 


, b) Workers frequently must hold two or more jobs when their Government 
Salaries are too low or are sometimes not paid for long periods; 


C) Roads, for lack of maintenance, no longer permit the transport of 
goods and supplies, and fleets of cars and trucks are immobilized without sufficient 
petrol and spare parts; 


d) Hand-pumps are increasingly neither maintained nor repaired when 
they break down; 


e) Essential drugs and vital supplies are not provided to health centres 
and health workers and auxiliaries remain idle and demoralized, often without supervision, 
and unable to provide the services expected from them: 


f) Buildings are not put into use and fall into disrepair, and services 
are closed down as operating costs are not paid. 


This trend has had significant implications for development strategies. Most 
importantly, inadequate or non-existent maintenance and resource generation in one 
sector or project has clear impacts in other sectors. For example, the breakdown 
of transport noted above resulting from the lack of maintenance of roads and vehicles 
and higher fuel prices limits the functioning of rural health systems. “High oil costs, 
scarcities and restricted imports have adverse effects, not only on installation, but 
also on maintenance of services. When paraffin runs out, the refrigerators in village 
dispensaries can no longer protect vaccines from deterioration and water pumps 
fall idle.” 7 


Impacts of economic crisis and adjustment 


The economic crisis has become increasingly severe during the 1980s, as 
what had been previously believed to be a series of temporary constraints and 
cut-backs has become a long-term condition. What had often been perceived as 
a set of specific concerns in particular countries has come to be recognized as 
a structural condition of much of the world economy, affecting all sectors of the 
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population. In addition to this broad economic trend, the adjustment policies being 
undertaken in many countries, especially in Africa and Latin America, have severely 
reduced government budgets and the availability of foreign exchange. This has 
led to widespread reductions in basic services, particularly to vulnerable groups. 
For example: 


a) In Ghana, where health expenditure per capita had declined to 80 
percent of its 1974 level by 1982-1983, a project for yellow fever immunization met 
just one half of its target, and a fuel shortage led to a withdrawal of all project 
vehicles. In mid-1983, 20 out of 57 refrigerators in the Accra region were not 
functioning for lack of maintenance; 


b) In Mozambique, shortages of foreign exchange have led to severe 
cut-backs in the availability of drugs and equipment needed to maintain the primary 
health care (PHC) infrastructure; 


C) In Zaire, 7,000 teachers were taken off the government payroll in 
1984 due to budget cuts; 


d) In Brazil (Sao Paolo State), expenditure cuts led to delays in the 
implementation of the expanded programme on immunization (EPI), with later outbreaks 
of communicable diseases. 


Accompanying these reductions in budgets and services are increasing evi- 
dence of declines in nutritional status and educational attainment, as well as strong 
indications of rising morbidity and infant mortality. Food availability is a particularly 
critical link in this regard. For example, lowered food subsidies were followed by 
a rise in third-degree malnutrition among children in the poorest groups in Sri Lanka. 
Similarly, reductions in a child-feeding programme in Chile were followed by a substantial 
increase in child mortality. While these effects have also worsened the situation 
of children in other Latin American and Asian countries, the consequences have 
been most severe in Africa. Ghana showed a significant increase in child malnutrition, 
where the proportion of children moderately or severely malnourished almost doubled 
between 1980 and 1983. Increases in the proportion of malnourished children were 
also recorded in Botswana and Burundi, among other countries. * ° 


The economic crisis has brought into heightened awareness the related 
problems of project design, which have also contributed to the difficulty in paying 
recurrent costs. '° Project models, such as universities, piped water supplies, major 
highways and hospitals, often have been high-cost models to begin with, based 
on Western patterns and imported into the developing countries. In addition to 
their high capital costs, those models impose extremely high recurrent cost burdens, 
sometimes reaching 75 percent or more of sectoral budgets. The installations are 
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also often specialized in nature, serving only limited sectors of the population or 
meeting only a limited range of needs, thus creating a further requirement for services 
to serve the remainder of the population and to meet their unmet service needs. 


Thus, the dilemma is raised for many countries and donor agencies of either 
stopping development programmes that meet basic human needs, or of continuing 
external support for activities previously considered a national responsibility for decades 
into the future. That concern has been explicitly raised in the health sector. " 
For example, the view is frequently expressed by international agencies as well 
as by national Governments that provision should be made so that countries which 
cannot immediately finance expansion of EPI services are not denied the benefits 
of immunization. In the education sector, which may represent 10 to 20 percent 
of the national budget (compared to the health sector, which usually represents 
less than 10 percent), adequate recurrent cost provision is also a major policy 
and operational issue. As noted previously, for LDCs and other poor countries, 
the critical issue in future will not be to expand coverage to unreached vulnerable 
groups, but rather even to maintain existing levels of services. 


li RECURRENT COSTS 
IN UNICEF PROGRAMMES OF CO-OPERATION 


Three main types of recurrent costs are common to most UNICEF pro- 
grammes of co-operation: 


a) Supply costs (spare parts for vehicles and cold chain, drugs, vaccines, 
oral rehydration salts (ORS) sachets, stationery, etc.); 


b) Local maintenance and operating costs (petrol, electricity bills, small 
supplies, repairs, etc.); 


C) Personnel costs (refresher training, stipends, per diem, travel costs, 
salaries of local project personnel, incentives, etc.). 


Provision for the recurrent costs of development programmes comes from 
many sources, including the central government budget, local government and 
communities and households, as well as external agencies. Compared to the much 
larger amounts coming from national sources, UNICEF assistance typically forms, 
at most, a small but critical contribution to the total. 
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Results of the field survey were tabulated for the 96 percent of field offices 
responding to the questionnaire. Detailed information was analysed for the 82 of 
these offices that reported paying recurrent costs. The main aspect of the analysis 
reported here is for the economic level of the country, expressed in terms of LDC 
status (40 countries, with a combined population of 340 million, designated as LDCs 
by the United Nations) '* and gross national product (GNP) per capita. Countries 
are thus divided into three groups, as listed in the annex: least developed countries 
(LDCs, 33 country offices); non-LDC, low- and middle-income countries (under $1 000 
GNP per capita, 35 country offices); and higher-income countries ($1,000 per capita 
and above, 25 country offices). 


Overall, the responses show that some support of recurrent costs forms 
a part of programme co-operation in nearly all field offices. Only 7 of the 89 
field offices replying indicated that they do not pay recurrent costs (Algeria, China, 
the Democratic People’s Republic of Korea, the Islamic Republic of lran, Jordan, 
Malaysia and Saudi Arabia). These are countries which, with the exception of 
China, have relatively high national income and receive modest levels of UNICEF 
assistance. 


Conditions for recurrent cost support 


Support to cover recurrent costs by UNICEF field offices varies according 
to the type of cost item, as distinguished above, and the economic situation of 
the country. 


In the first category above, imported supplies from the UNICEF Procurement 
and Assembly Centre (UNIPAC) in Copenhagen and other sources form a regular 
component of UNICEF support to national programmes. Most of those supplies 
fall in the category of recurrent costs and will be supported in some measure in 
all countries, with the exception of those where UNICEF activities are oriented essentially 
to planning, technical support and advocacy. 


The sustainability issue is crucial, especially for supplies such as drugs, 
vaccines, syringes and ORS, in terms of categories of countries. Traditionally, 
UNICEF has provided for those types of recurrent inputs for the duration of its 
programme cycle, with the Government taking over these costs at the end of UNICEF 
support to the programme. In many countries, however, where adjustment policies 
have led to sectoral budget cuts and foreign exchange restrictions, ministries face 
Situations where they cannot import the items necessary for children’s welfare. In 
some Cases, arrangements for reimbursable procurement in local currency will permit 
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a number of non-LDCs to finance the supplies needed for existing, small-scale 
operations. Yet, in many, if not most countries, the budgetary outlook is not favourable, 
and even with increased management efficiency and selection of low-cost approaches, 


external resources will continue to be required to provide supplies for programme 
operations. 


The second category of recurrent costs is for local maintenance and operating 
inputs, such as petrol, electricity, small supplies, spare parts and repairs. Some 
of these require expenditure in foreign currency, while some do not. Traditionally, 
these costs have been identified as a responsibility of the Government. Over the 
past decade, however, especially in large-scale projects where these costs can 
amount to a substantial part of a ministry’s operating resources, budget freezes 
and cuts have resulted in the underfinancing of these inputs, with dramatic direct 
and indirect effects on the entire social sector, as previously noted. Donors are 
increasingly faced with the situation where Governments are no longer able to honour 
their counterpart commitments during the administrative life of the projects. As 
the chances of viability for the projects after the end of assistance are limited, 
continuing exterrial resources as well as adoption of low-cost and innovative approaches 
will be needed. 


The third major category of recurrent costs concerns the financing of national 
human resources, including salaries of local project personnel and incentives, refresher 
training, stipends, per diem and travel costs. Traditionally, most of those items 
also are supposed to be the responsibility of the Government, and most do not 
involve foreign exchange. Two extreme situations can be seen for supporting some 
part of those costs, both in the poorest as well as in the better-off, higher-income 
countries. In LDCs, where health workers have not been paid for some time and 
may have taken on other income-generating activities, external donors often have 
paid the salaries in order to return projects to full-time functioning. In high-income 
countries, the rigidity of the budget cycle may lead donors to cover the salaries 
as a bridging arrangement until the necessary resources have been included in 
budgets and approved for release. 


A variety of situations is seen between those two extremes. They involve, 
on the one hand, cases where existing government payment rates are inadequate 
to cover certain types of recurrent costs, such as inland travel and per diem for 
project monitoring and supervision, or which have been traditionally considered by 
Governments to be donors’ financial responsibility during the administrative life of 
an externally-assisted project, such as refresher training. Other cases also arise 
where support for salaries and other expenses is seen to exceed the levels strictly 
necessary for programme operations, although procedures are being implemented 
by most agencies to identify and control such situations. 
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Levels of recurrent cost support 


Offices were asked to estimate the share of UNICEF assistance provided 
for recurrent costs in different programme areas during 1986. The overall share 
of total programme expenditure utilized for recurrent inputs is on the order of 40 
percent, with variations between 15 and 54 percent, depending on the type of country 
and programme sector, as shown in the following table. 


Percentage of recurrent costs in total UNICEF assistance 


(By programme area, average for field offices) 


Least Non-LDC, 

developed lower and Upper-middle 

countries lower-middle and higher 

(United income income 

Nations (less than ($1,000 and All 

designation) $1,000) above) countries 
EPI 54 44 46 49 
Control of 

diar. diseases 52 50 47 51 

Other basic health 40 27 26 32 
Water and sanitation 37 15 39 30 
Education 35 30 43 33 
Nutrition 34 40 26 36 


Expected duration of recurrent cost support 


Field offices were asked to provide an estimate of the expected duration 
of the recurrent costs that they support, for which three possibilities were identified: 
a bridging operation until the necessary funds are included in the government budget 
and are released; for the duration of the current programme of assistance; and 
for the next 10 to 15 years. The responses indicate considerable recognition of 
needs to pay recurrent costs over a relatively long term. These needs include: 


1) Supplies: A significant number of field offices in LDCs indicated 
the probable need to pay for supply inputs for the next 10 to 15 years, particularly 
for vaccines and syringes (42 and 39 percent, respectively), and for growth charts 
(27 percent), ORS (21 percent) and drugs (21 percent). Among field offices in 
non-LDC, lower-income countries, a number also indicated a need for long-term 
support in this area, with the proportion of offices being lower in each case. No 
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field offices in higher-income countries indicated a need to 
thin jeevent: provide supplies for 


2) ; Operating expenses: A similar pattern is seen in the estimated 
need for continuing assistance with Pprogramme-running costs. Field offices in LDCs, 
in particular, noted long-term needs to provide Spare parts for the cold chain (42 
percent), for vehicles (21 percent) and for other equipment (24 percent), as well 
as maintenance and fuel (27 percent each) and small supplies (24 percent). Offices 
in non-LDC countries view the same ordering of priority items for long-term support, 
but with lower proportions in each case (between 10 and 20 percent of offices). 


Again, offices in high-income countries see no need for long-term support in this 
area; 


3) Human resources: |n LDCs, substantial numbers of offices identified 
needs for continuing support for per diem and travel of Government personnel (30 
percent) and refresher training (24 percent), with less need seen for other items, 
including salary support. Offices in non-LDC, lower-income countries similarly noted 
needs for supporting refresher training into the future (23 percent), while those 
in higher-income countries see only marginal needs for extended UNICEF assistance 
to these recurrent costs. 


The need for support of some recurrent costs is thus expected to continue 
well into the future in many countries. Replies from field offices to a question 
on the major trends they anticipate in their countries in recurrent costs by sector 
over the next years point to three major determining local factors: a) the overall 
availability of resources in the country; b) policies adopted by the Government with 
regard to social expenditures; and c); the level of development attained and type 
of approaches adopted in each sector by different services. 


Policy and programme issues 


An important means to control recurrent costs and to promote the sus- 
tainability of the programme is to negotiate with the Government, at the outset, 
the expected duration of external support for them and, whenever feasible, to negotiate 
the gradual reduction of this support by UNICEF over the administrative life of 
the programme. 


A majority of field offices (57 percent) report that they are frequently able 
to negotiate (at the beginning of the country programme) the duration of support 
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for specific recurrent costs. An additional 34 percent report that this is done occasionally. 
Gradual reduction of recurrent cost assistance is negotiated frequently by 34 percent 
of field offices, and occasionally by 52 percent. Only three field offices reported 
that they have not negotiated the expected duration and only seven field offices 
have not negotiated their gradual reduction. The main reasons given are that the 
recurrent costs are not affordable by the country and that negotiating their gradual 
reduction would not be realistic before the next 10 to 15 years. One office noted 
that vehicle-operating costs were decided with the Government on a yearly basis. 


A particularly sensitive issue in the context of external assistance for recurrent 
costs concerns support for salaries and other personnel costs. Historically, many 
aid agencies have been reluctant to pay the salaries of government personnel directly, 
on the principle that such support falls within the proper scope of governments’ 
counterpart contribution. Yet, with the deteriorating economic situation in many 
developing countries, the large shares of national budgets going for payrolls is increasingly 
met by non-project assistance provided by donor Governments (although usually 
through a different aid mechanism than that for most project assistance). Correspondingly, 
it is increasingly the case that most personnel at the project level are paid directly 
from project funds, or from other funds made available from external sources. In 
comparison with other donor agencies, UNICEF tends to make relatively limited 
provision for support of national personnel. 


Overall, more than 70 percent of UNICEF field offices do not support full 
Salaries of government workers. Less than 20 percent do so occasionally, and 
just 6 percent do so frequently. Out of the five field offices doing so, two are 
in the LDC or other lower-income groups, while three are in higher-income countries, 
where these payments are not provided within current Government budgets. The 
Sustainability issue, however, becomes crucial when full salaries are provided at 
higher than government rates, since when external assistance ceases, government 
rules and regulations will not allow these salaries to continue at the same levels. 
The great majority of field offices (86 percent) do not provide higher rates than 
the Government, only two offices in the LDC group do so frequently and less than 
10 percent of all field offices do so occasionally. When they do so, the levels 
paid exceed regular government rates on average by some 38 percent. 


Nearly half of the field offices do not support salaries of non-government 
nationals working in UNICEF-assisted projects. Project salaries are paid frequently 
by 12 percent of offices and occasionally by 42 percent. In general, rates for 
project personnel in the water sector tend to be higher than in other sectors. 
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However, support for salary supplements to government workers is widely 
seen as a necessary element of external support. Where government salary rates 
are low, or where salaries may not be paid for a time, supplementation (‘topping 
up”) may be needed for staff to devote full-time effort to the activity or for essential 
extra work to be done (including travel for supervision and monitoring). As with 
salaries, however, problems arise when supplements are no longer provided by 
external agencies, and the activity may not continue to operate at the previously 
more productive level. It is, therefore, important that supplements be provided 
only to the extent judged necessary, and do not become a new expected standard. 
In UNICEF, three quarters of field offices do not support salary supplements. Among 
those who do, the amounts provided (which represent on average 45 percent of 
workers’ basic salaries) tend to decline as the level of country income rises. Innovative 
approaches introduced by some field offices have led to increased productivity and 
reduced wastage. These include the provision of incentives to workers based on 
performance, especially in the water sector, in Ghana, the Sudan, the United Republic 
of Tanzania, Uganda and other countries. For example, the system of bonus payments 
introduced in the Sudan is based on the number of boreholes successfully installed. 
The cost of the bonuses is less than 5 percent of total programme expenditure 
on water. This approach, in conjunction with other management improvements, 
has increased the productivity of well-drilling by over 200 percent. Similar bonus 
systems, directly related to output, are being considered for adoption in the health 
sector as well. 


One third of field offices feel that other donors’ practices affect UNICEF 
support for those recurrent costs, especially in low-income countries (where the 
percentage goes up to 31 percent). The majority of field offices which elaborated 
on the subject of salary supplements noted that their supplements were much lower 
than those provided by other donors, and that their programmes were thus working 
under a comparative handicap. Among those not supporting salary supplements 
at all, similar points about the difficulties that this created were made more forcefully: 
“Inequality in treatment demotivates nationals not receiving incentives”; “UNICEF 
advocacy efforts for cost recovery through local payments conflict with direct incentives 
paid by other agencies”; “Not only does the Government give higher priority to 
projects with a greater share of recurrent costs funded externally, but the most 
qualified nationals are enticed by the higher pay rates provided by other donors”. 


Over one third of field offices participate in local consultations with other 
donor agencies in an effort to harmonize competing practices in recurrent cost support, 
especially in the lower-income countries. Two field offices in higher-income countries 
hold consultations with other donors. 


Field offices are becoming increasingly concerned with the problems of financing 
recurrent costs, in regard both to local maintenance and operating expenses and 
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to personnel costs. Over 46 percent of field offices have initiated reviews of their 
recurrent cost payments. Specific reasons for initiating these reviews include: SUS- 
tainability concerns for the programme (47 percent); better control over field office 
expenditures (41 percent); consistency among sectors within the UNICEF country 
programme (33 percent); and promoting local harmonization with other donors’ practices 
(29 percent). Guidelines on the local payment of recurrent costs have been established 
by 28 percent of the offices conducting such reviews. 


IV. STRATEGIES FOR THE 1990s 


The global economic situation is potentially difficult. In order to ensure 
sustainability of existing services and to expand services to nation-wide coverage, 
the need is both to minimize the total burden of recurrent costs and to mobilize 
increased availability of national and international resources. 


Minimizing the level of recurrent costs 


Over one half (54 percent) of UNICEF field offices report having been able 
to reduce the overall burden of recurrent costs in assisted programmes. In LDCs, 
where resources are already particularly limited, 49 percent of offices have taken 
actions to reduce recurrent cost requirements; 65 percent of offices in non-LDC 
lower-income countries have done so and 45 percent in higher-income countries. 
This has been carried out through a variety of means, depending on country-specific 
situations and on types of programme. Several major trends emerge from these 
actions. 


For example, the use of lower-cost technologies is noted as a principal 
means of having effectively reduced recurrent costs in the area of water and sanitation. 
In immunization, low-cost technologies helped to reduce the recurrent costs of the 
cold chain and transport. 


A wide range of other means is reported for minimizing recurrent costs 
through increased management efficiency. A number of field offices have noted 
the use of local residents as part-time volunteers and organizers for programme 
planning and implementation. Other offices report the establishment of management 
and monitoring committees at project, district and state/national levels, as well as 
the use of management and supervisory workshops at these levels. This supports 
the use of volunteer labour and other donated inputs within programmes. In immunization, 
costs have been reduced through strengthening management and supervisory techniques 
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as well as by providing better information to parents, leading to a lesser degree 


of vaccine wastage. One office also suggested that vaccine wastage could be 
further reduced with smaller-sized vials. 


Recurrent costs of certain types of supplies have been reduced in a number 
of field Offices by greater use of reimbursable procurement through UNIPAC. With 
a view to maintaining those cost reductions, arrangements in many countries are 
being expanded for increased purchases of regular government supplies through 
the reimbursable procurement mechanism. 


Reducing the recurrent costs for transport is a major concern both of UNICEF 
and of national Governments, in view of the share (17 percent) that vehicles alone 
represent of UNICEF supplies (excluding fuel). Field offices report that transport 
costs have been reduced through various means, including replacing motor vehicles 
with bicycles and better management control and supervision over maintenance 
activities, leading to lowered repair costs. 


Increasingly, operating costs associated with different types of vehicles are 
being taken into account in purchasing decisions. A recent internal UNICEF calculation 
‘3 indicates that beyond the initial $9,000 cost of a four-wheel-drive vehicle in Ethiopia, 
expenses over its working life for fuel and oil will represent approximately $9,300, 
and for maintenance, $6,700. Total working-life expenses are seen to be substantially 
greater yet with the addition of driver cost, insurance, replacement allowance, repairs 
for accidents and spare parts (whose cost if obtained locally is typically double 
that of international purchase). Similar studies have been carried out by UNICEF 
in several other countries. In this perspective on “whole-life costs” rather than 
simply the purchase price, donors increasingly furnish full sets of spare parts for 
vehicles and other equipment which they provide. 


A majority (74 percent) of field offices see opportunities further to increase 
management efficiency in programmes, such as standardization of inputs among 
donors, better information (e.g., on pharmaceuticals) and decreases in vaccine wastage. 
Some 43 percent of offices considered it feasible to introduce or expand the use 
of low-cost technologies, and 38 percent noted the use of less expensive inputs, 
such as buying less expensive vehicles, increased use of hand-pumps, support 
for more fuel-efficient cold chains, including solar-powered refrigerators, and some 
local production of previously imported inputs. It is also suggested by field offices 
that the viability of low-cost approaches should be emphasized to promote their 
acceptance in countries. 
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Mobilizing national and international resources 


At the national level, there are a variety of approaches for mobilizing increased 
resources for services, including more efficient use of government resources through 
restructuring, community financing, greater use of volunteers, increased support from 
the private sector and non-governmental organizations (NGOs) and increases in 
family resources. 


The responses indicate that most LDCs and some other low-income countries 
will find it necessary to develop additional mechanisms for generating increased 
resources through community financing. Initiatives to finance activities locally through 
cost recovery are being undertaken in nearly all the basic services sectors. In 
health, charges for essential drugs and services are being used to pay local health 
workers and provide preventive services in programmes in Benin, Guinea, Liberia, 
Mali, Zaire and other African countries, as well as in other regions such as Latin 
America (Bolivia, Brazil and Dominica) and Asia (China, India, the Philippines and 
Thailand). In the water sector, most new rural projects supported by donors assess 
some charges at the local level. Policy changes in many countries have led to 
wider introduction of cost recovery, while policies for free services are still maintained 
in other countries. Maintaining control of revenues at district and local levels is 
increasingly recognized as a central aspect of financial sustainability. 


At the same time, experience suggests that political, economic and equity 
considerations may limit the gains available from cost recovery. It is important 
to emphasize that any fees charged are affordable to the population, and that charges 
do not limit the use of services by vulnerable groups. Their purpose will also 
be defeated if requirements to pay charges limit the ability of households to meet 
other basic needs, such as food and water. The effects of different types of community 
financing schemes have recently been examined in this perspective. * 


Over one fourth of field offices identify possibilities in the greater use of 
volunteer inputs in programmes. However, the effective use of volunteers requires 
good planning and allowance for possible needs to pay for some of the services 
in the future. A similar balance is seen for the possibility to shift recurrent costs 
to the private sector or NGOs. Some 38 percent of offices felt that reallocation 
of national resources to the social sectors was feasible through political will, and 
26 percent judged that increased participation of the private sector and NGOs would 
contribute to the financing of recurrent costs. 


At the international level, initiatives are being undertaken to expand resources 
for programme support. A principal approach is represented by the “Bamako Initiative, 
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Women’s and Children’s Health through the Funding and Management of Essential 
Drugs at Community Level”, which was adopted as resolution AFR/RC37/R6 by 
the World Health Organization (WHO) Regional Committee for Africa at its September 
1987 meeting. Under this initiative, recurrent costs for PHC/maternal and child 
health (MCH) expansion will be Supported and sustained by providing essential 
drugs to local-level health services, which, by sale of the drugs, will develop a 
Source of revenue for supporting the health services themselves. (See the related 
recommendation to the Executive Board for supplementary funding, which provides 
further details.) 


The special problems of the least developed 
and some other very poor countries 


LDCs will be facing especially difficult problems until the end of this century. 
This has been documented and analysed in various, recent international documents 
that have drawn attention to the poverty and needs of LDCs on the one hand, 
and to their economic weaknesses, domestically and in the world commodity and 
financial markets, on the other. '* These weaknesses account for the generally 
low forecasts of economic growth made in the short and medium term. The latest 
World Bank projections for low-income countries in Africa, for example, forecast 
a pessimistic scenario of unchanged per capita income and an optimistic growth 
rate of per capita income of only 1 percent per annum from 1987 to 1995. * 


Worse still, but often less emphasized, is the critical social and human 
situation. Already the 1980s have witnessed growing malnutrition, declines in education 
coverage and quality and declines in social expenditure in general. These set- 
backs have often been most serious in LDCs where less than one quarter of adult 
women are literate, under-five child mortality rates average over 200 per 1,000 
live births and social infrastructures are generally weak. Some restructuring is 
under way towards child survival and development (CSD) and other low-cost measures 
in health and education, but much more extensive action will be required if momentum 
is to be regained to meet the basic needs of LDC populations as a whole, and 
of their vulnerable groups in particular, to the year 2000. 


Three broad categories of such needs can be readily identified: 


1) Those required to sustain the momentum of ongoing programmes, 
such as EPI, water and sanitation programmes, etc. Although efforts should continue 
to make these programmes self-sustaining from local resources, it is clear that 
the depth of the economic crisis in many LDCs will make it impossible to achieve 
full self-sustainability in the near future; 
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2) Those arising in the course of setting other goals for tackling the 
worst aspects of human poverty by the year 2000. Existing programmes will need 
to be expanded, and it would be unreasonable not to recognize the need for additional 
foreign exchange support to accomplish this; 


3) Those required for continuing support for restructuring and adjustment 
in the social sectors. 


All of this will require a level of continuing and sustained external support 
over the next 10 to 15 years towards meeting the recurrent costs of a core of 
basic social services and human needs in perhaps 30 to 40 of the poorest countries 
of the world. Most, but probably not all, LDCs will be among those countries, 
along with a few other of the poorer and smaller countries. The combined population 
of the countries concerned will total between 400 and 500 million. (This may be 
compared to the 1986 total population of the 40 LDCs of 340 million.) 


Based on an estimate of $5 per person of external support requirements 
for meeting recurrent and capital costs for social needs in these countries, the 
total required would be an additional $2 billion to $2.5 billion per year (in 1987 
prices). This is roughly equivalent to doubling the present net flow of concessional 
aid resources to LDCs, and thus to increasing the level of annual support to them 
in line with the target that such aid should reach 0.15 percent of the GNP of developed 
countries. In perspective of total official development assistance (ODA) flows of 
approximately $45 billion per year, this amount would represent a restructuring of 
some 5 percent of ODA to focus on meeting the needs of the poorest countries. 
Such assistance would, of course, encompass a wide variety of forms of support, 
including bilateral, multi-bilateral and co-operation through a range of international 
agencies. It would build on many existing efforts, yet hopefully within a more co- 
herent frame of response. 


The focus and total funding of such initiatives would need to be estimated 
country by country and sector by sector, taking into account domestic needs and 
existing infrastructure and financing capacity. However, the principles of funding 
must include a clear priority for meeting basic human needs on a national scale 
in these countries, in ways which: 


a) Are low-cost and, in the long run, can be sustained from local resources: 

b) Are combined with measures to expand generation of local sources 
of revenue; 

C) Rely primarily on local resources and make only a limited call on 


foreign exchange; 
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d) Are related to reforms that Governments are now prepared to undertake 


to restructure their resources to favour the most cost-effective programmes for meeting 
basic needs. 


The “Bamako Initiative” is clearly and consciously one example of this approach. 
But other such initiatives will be required over the next decade and beyond, if 
serious progress is to be made in the poorest countries towards the goals of meeting 
other basic human needs of poor and vulnerable groups. 
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UNICEF EXECUTIVE BOARD RESOLUTION 1988/15 


On the recommendation of the Programme Committee, 
The Executive Board, 


Aware ofthe major problems faced by many developing countries, in particular 
the least developed as well as the poorest countries, to ensure the sustainability 
and expansion of social sector programmes, and of the necessity, in many cases, 
to mobilize additional external resources to complement the efforts of the countries 
concerned, 


Recognizing the need for UNICEF to develop policy guidelines with regard 
to recurrent cost financing with the aim to ensure sustainability of its programmes 
of co-operation, to facilitate and to promote national restructuring actions and, in 
specific cases, to serve as a temporary funding bridge to meet critical needs, 


1. Notes with interest the report of the Executive Director on problems 
and priorities regarding recurrent costs; (E/ICEF/1988/L.3) 


2. Requests the Executive Director to assist Governments in their efforts 
to reduce the total burden of recurrent costs through support to actions such as 
a) improving programme management; b) promoting the use of low cost technolo- 
gies; c) adopting more community-based models of service delivery, management 
and financing; d) promoting self-help practices at the household level; and e) targeting 
services more effectively towards the needs of vulnerable groups, especially children 
and women; 


3. Requests the Executive Director to assist recipient countries to increase 
the availability of national resources for recurrent cost support by promoting new 
approaches to local resource generation; 


4. Invites the Executive Director to provide for the necessary flexibility 
in support of the payment of recurrent costs and to help mobilize, where needed, 
additional external resources without, however, substituting for the Government’s 
continuing responsibilities; 


5. Requests the Executive Director to collaborate with Governments and 
other donors to monitor the impact of economic and social sector policies on vulnerable 


groups and to assist in identifying long-term requirements for meeting recurrent 
costs; 


6. Urges the Executive Director to establish operational guidelines for the 
financing of recurrent costs related to UNICEF field activities and, at its 1989 session, 
to inform the Board through the Executive Director’s report of the measures taken. 
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ANNEX 


Unicef Field Offices Surveyed 


(By country economic level) 


Least 
aevetoped Non-LDC Upper-middle 
Ower and lower- i 

(United Nations middle income Se 

designation) (less than $1,000) ($1,000 and above) 
Afghanistan Angola Algeria 
Bangladesh Bolivia Barbados 
Benin Burma Belize 
Bhutan Cameroon Brazil 
Botswana China Chile 
Burkina Faso Céte d’Ivoire Colombia 
Burundi Dominican Republic Congo 
Cape Verde Egypt Costa Rica 
Central African Republic El Salvador Democratic People’s 
Chad Ghana Republic of Korea 
Comoros Guyana Ecuador 
Democratic Yemen Honduras Guatemala 
Djibouti India Iran (Islamic 
Equatorial Guinea Indonesia Republic of) 
Ethiopia Jamaica Iraq 
Guinea Kampuchea Jordan 
Guinea-Bissau Kenya Malaysia 
Haiti Lebanon Mauritius 
Lao People’s Democratic Liberia Mexico 

Republic Madagascar Oman 
Lesotho Morocco Peru 
Malawi Mozambique Republic of Fiji 
Mali Nicaragua Republic of Korea 
Mauritania Nigeria Saudi Arabia 
Nepal Pakistan Syrian Arab Republic 
Niger Papua New Guinea Tunisia 
Rwanda Philippines Turkey 
Sierra Leone Senegal 
Somalia Sri Lanka 
Sudan Swaziland 
Togo Thailand 
Uganda Viet Nam 
United Republic of Zaire” 
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